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I. CHILE: KEY ECONOMIC INDICATORS 
Area: 292,298 sq. mi.; Population (June, 1983): 11,682,300 


Exchange Rate and 1983/1982 
Domestic Prices 1980 1981 % Change 
Exchange Rate(CH$/US$)(1) 39.0 39. ‘ ‘ 18.9 
Exchange Rate (2) 39.0 39. g 2 54.8 
Consumer Price Index (1) 100.0 109. : : eau 
Wholesale Price Index (1) 100.0 96. ? ‘ 25.2 


National Accounts (1983 preliminary) 


Real GDP(billions 1977 Ch$) 363.4 
Nom. GDP (billions CH$) 1,075.3 
GDP per Capita US$ (3) 2,483.0 
Fixed Cap. Invest. Ratio <6 
Fiscal (Central Govt.) 

Balance as % of GDP 
Pub.Sect.Bal.as % of GDP 


Employment and Wages 


Nat. Employ. (000)(1) 3,207. 
Govt. Work Prog. (000)(1) 203. 
Nat. Unemploy. % rate (1) 10. 
Real Wage Index (1) 100. 
Real Wage Index (2) 100. 


Money and Interest Rate 


Money Supply, nominal million Ch$ 
--Ml (1) 75,942 82,510 75,050 95,180 26.8(5) 


--M2 (1) 200,088 307,722 320,420 289,730 -9.6(5) 
Real Interest (30-day bank 
lending %/yr) (2) 11.9 38. 35151 iS. 


Production (1983 preliminary) 


Ind. Production Index (2) 100.0 100. 82. 
Copper (000 MT) 1,067.9 1,081. 1,240. 
Copper (nominal US cents 

per Ib. LME) (2) 99.2 9 67. 
Elec. (million kwh) TH7ST.3 1197728 VigStl. 
Cement (000 MT) 1,582.6 ':862.8- 1,148: 
Construction(000 sq.mt) 4,297.2 5,118.5 2,080. 


78. 


External Accounts (million US$, 1983 preliminary) 


Balance of Payments 1,244 67 -1,165 
Current Account Balance -1,971 -4,733 -2,304 
Off .Reserve Assets (1) 4,074 3479 2,578 
Total Foreign Debt (1) 11,084 15,542 17,153 
Med., Long Term 
For. Debt (1) 9,413. 127553 T36rS 
FOB Merch. Exports 4,705 3,836 3,706 
--% to U.S. 12.2 15.2 ZV; 
FOB Merch. Imports 5,469 6,513 3,643 
--% from U.S. (4) 28.6 24.) 23: 
Merchandise Trade Bal. -764 -2,677 63 


(1) End of period values 
(2) Period Average 
(3) Central Bank Chilean peso nominal GDP figure divided by population 


and converted in U.S. dollars according to average exchange rate per 
year. 


(4) CIF against CIF total. 
(5) In 1983, real Ml increased 3.7% and real M2 declined 32.7%. 





II. OVERVIEW AND PROSPECTS 


Prospects for 1984 and Problem Areas. An economic recovery appears 
to have begun in Chile. Government targets, established early in 
1984, were for four to five percent growth in gross domestic product 
(GDP), roughly 20 percent inflation and, a decline to 12 percent in 
national unemployment. We believe the targets for growth and 
unemployment are attainable, but expect higher inflation. The 
recovery is relatively uneven, and several uncertainties remain 
which could affect Chile's goals of continued growth after 1984. 
These include international interest rates, the price of copper and 
Chile's foreign debt, which stood at US$ 17.5 billion (excluding 
short-term trade related loans and undocumented loans) at the end of 
1983. These factors mandate close attention to Chile's external 
accounts for a number of years. Other areas to watch are the 
government's will and ability to bring about lower interest rates in 
Chile, to further lower unemployment, to determine the future of a 
number of banks which have been intervened or which have weak loan 
portfolios, and to resolve the status of the operating companies of 
several large economic groups whose flagship banks are among those 
which have been intervened. 


Four to Five Percent GDP Growth Target for 1984 Attainable. This 
target is achievable because Chile is starting from a low base as a 
result of its severe 1982-1983 recession, and because the country 
should be able to generate the necessary domestic and foreign 


resources. Domestically, an important contributor to the recovery 
has been and will be government spending. Chile's 1984 agreement 
with the IMF will permit the government to run, on an annual basis, 
a public sector deficit of 4.5 percent of GDP for the first six 
months and then possibly up to 5.5 percent for the second half. As 
part of a three year plan, the Government plans to concentrate 
additional spending in investment by state enterprises to increase 
production and employment and to improve the trade balance in future 
years. 


Regarding foreign resources, reasonable estimates made early in 1984 
for foreign exchange inflows and outflows for the year suggested a 
need for new foreign commercial bank loans of US$ 780 million. 

These estimates included a credit inflow of roughly US$ one billion 
from various other sources, including programmed disbursements by 
multilateral and official financial institutions, suppliers’ credits 
and short-term lending. While obtaining the new commercial bank 
credit is not easy, given the seriousness of debt problems in Latin 
America and elsewhere, there are several reasons to expect Chile to 
obtain it. First, the amount requested is less than last year's US$ 
1.3 billion. Second, Chile's efforts after March, 1983, to honor 
its debt commitments and to comply with IMF requirements have been 
recognized and appreciated by the IMF and by many important foreign 
banks. In contrast to some other countries, Chile has never in 
recent years missed its interest payments, and it has done a 
creditable job of getting back on track with the initial IMF 
program. 





Critical Question Marks. The need for US$ 780 million in new money 
in 1984 and the estimated need for roughly half this amount in 1985 
is predicated on average prices of copper of 75 cents per pound in 
1984 and 80 cents in 1985, and on an average real international 
interest rate of five percent in 1984, and roughly four percent in 
1985. A one percent change in the prime or LIBOR interest rate is 
equivalent to a variation of about US$ 150 million dollars in 
Chile's balance of payments (some of Chile's debt has fixed interest 
rates), and a change of one cent per pound in the price of copper 
alters Chile's export income by roughly US$ 26 million . At the 
beginning of 1984, based on expected movements in copper prices, 
international interest rates, and imports, no drawdown in 
international reserves was planned. It now appears that a drawdown 
of US$ 350 million or more will be required. Chile would have to 
negotiate this matter with the IMF. Central Bank reserves equalled 
US$ 2.02 billion gross, on December 31, 1983, or US$ 1.19 billion 
net, according to the IMF method of calculation. At the end of 
March, 1984, Central Bank gross reserves totalled US$ 2.06 billion. 
After 1984, copper prices and interest rate variables will be 
especially critical. 


Importance of Relations with the IMF. In January, 1983, the 
government and the IMF reached agreement on a two-year Stand-By 
Program to provide US$ 550 million (500 million SDRs) in IMF credits 
and a Compensatory Financing Facility of about US$ 325 million. In 
return, Chile agreed to performance requirements for 1983 and 1984 
which include limits on the drawdown of international reserves, on 
the public sector deficit, on external debt by the non-financial 
public sector and on expansion of internal credit. The Stand-By 
Program assures commercial bank lenders that Chile is following a 
disciplined macro-economic adjustment program. Some arrangement 
with the IMF will be necessary in future years for Chile to make 
orderly payments of its large foreign debt. 





New Economic Ministers. On April 2nd, 1984, the President appointed 
a new Minister of Economy, who will coordinate overall economic 
policy, and a new Minister of Finance. The Ministers are now 
replacing various members of the economic team. In general, the 
economic teams from mid-1975 until the present change took a free 
market-oriented approach towards economic policy making. The new 
Ministers held ministerial positions in the 1960s. They are viewed 
as pragmatic individuals who favor free enterprise, but who also are 
willing to increase the role of the State in the economy and to 
accept a higher level of inflation than that which has characterized 
the recent Chilean experience in an effort to reduce high 
unemployment. Nonetheless, they have pledged to maintain the basic 
IMF accord, which provides for a possible increase in the public 
sector deficit in the second half of 1984. Their appointments have 
created expectations of a faster recovery, although the basic 
resource constraints remain. 





III. GROSS DOMESTIC PRODUCT (GDP) 
A. Overall 


In 1983, the GDP declined by 0.8 percent. This follows the dramatic 
14.3 percent decline in 1982, and the boom years of 1976-1981, in 
which GDP grew at an average of 7.2 percent per year. Following the 
chaotic events of the first part of 1983, when three banks were 
liquidated and five were intervened and the economy reached its 
lowest point of the recession, there was moderate but irregular 
upward movement and significant variations in the performance of 
different sectors. The private sector faced generally lackluster 
demand, a financial crisis in the early part of 1983, declining but 
nonetheless high interest rates throughout the year and lingering 
uncertainty about how far domestic debt rescheduling would go. The 
legal difficulties and other problems associated with the break-up 
of several large conglomerates, which were connected with several of 
the intervened banks, also helped to dampen economic activity in 
1983. Another serious adverse factor was the continued depressed 
price of copper, Chile's main export product and an important 
contributor to government revenues. 


Quarterly GDP data published in Chile compare each quarter with the 
same quarter a year earlier, and are not seasonally corrected. 

These figures show that for the four quarters in 1983, GDP growth, 
on an annual basis, equalled, respectively, -7.6 percent, -1.4 
percent, +0.8 percent, and +5.6 percent. The highly positive fourth 
quarter resulted from both higher fiscal spending and from 
comparison with the depressed fourth quarter of 1982. Given the 
amount of currently available domestic and external resources, we 
believe that the four to five percent growth target for 1984 is 
reasonable. 


B. REVIEW BY SECTORS 


The table below shows the sectorial GDP results by weight and growth 
in 1982 and 1983. Key developments in several sectors of special 
interest are summarized below. 


Sector Percentage Weight of GDP 1983 Real Per- 
(both in 1982 prices) centage Growth 


Agriculture and Forestry 

Fishing 

Mining 

Manufacturing 

Construction 

Commerce 

Transport 

Services, Public 
Administration & Others 


Total 





1. Industry. Value added in manufacturing activity, as measured by 
the Central Bank and shown in the ‘above chart, is estimated to have 
grown by three percent in 1983. Industrial production, as measured 
by the Chilean Association of Manufacturers, increased by 13.0 
percent during the year. The devaluation of 124 percent during the 
period June, 1982, to December, 1983, was the major contributor to 
this improvement. Also, in March, 1983, the uniform tariff level 
was raised from 10 to 20 percent. For the first two months of 1984, 
according to the National Institute of Statistics, industrial 
production and sales, in comparison with the same period of 1983, 
rose, respectively, by 14.7 percent and 15.0 percent. For 1984, the 
industrial sector is expected to grow by eight percent or more. 


2. Agriculture. Total agricultural output fell by 1.5 percent in 
1983, as the sector was affected by the continued heavy debt of the 
farmers, low anticipated market prices for most crops at planting 
time, drought in the major beef and dairy area, and a decline in 
consumer purchasing power. Both livestock and Chile's 14 
traditional crops, the two largest subsectors, declined in the 
1982-1983 season. Somewhat offsetting these declines, there was a 
Steady expansion of the fruit subsector, and the forestry subsector 
increased slightly. 


Total FOB agricultural exports (excluding fish and forestry 
products, which are nearly all processed and, therefore, are treated 
as industrial exports) equalled US$281 million in 1983, down 10.5 
percent from 1982. Fresh fruit export shipments in 1983 equalled 


US$221 million, off 5.3 percent from 1982. The decrease in 
agricultural export value was primarily due to declines in prices 
since volume exported increased for most products. Total CIF 
agricultural imports in 1983 were US$503 million, compared to US$565 
million in 1982. Major CIF import items in 1983 included wheat 
(US$198 million), soybean oi] (US$54 million) and sugar (US$48 
million). The U.S. supplied US$170 million, CIF, of Chile's wheat 
imports. Roughly half of the 1984 wheat imports from the U.S. will 
be financed by U.S. Commodity Credit Corporation (CCC) credits. 


For 1984, real growth of roughly five percent is projected for the 
agricultural sector. Fruit export volume is expected to be up about 
10 percent, as Chile continues to develop its comparative advantage 
of opposite seasons to the northern hemisphere. In addition, the 
continuance of the price supports for sugar beets begun in 1982, and 
the imposition in 1983 of temporary tariff surcharges on wheat 
imports will boost the 1984 harvest. The establishment in April, 
1984, of minimum import prices for wheat and vegetable oils wil] 
contribute to increased production of these products in 1985. 





3. Mining. Copper dominates Chile's mining sector. In the face of 
low prices of key metals and the rise of real interest rates, 
Chilean mines have cut local operating costs, increased production 
and expanded exports. Chile has larger copper reserves than any 
other nation and generally very high ore grades. In 1982 and 1983, 
Chile was the world's largest copper producer. Production of fine 
copper in 1983 was 1,204,000 metric tons (MT), of which the state 
company, CODELCO, produced 1,012,000 MT. The FOB value of Chile's 
copper exports in 1983 was US$ 1,863 million. In order to maintain 
copper production levels as ore grades (although still high by world 
Standards) progressively decline, CODELCO plans to expand its 
Capacity by more than 40 percent in the next 10 years. Several 
foreign mining companies are exploring or studying significant 
investments in copper mining, which are not likely to be undertaken 
without clear signals of future price improvements. In January, 
1984, eleven U.S. copper companies petitioned the International 
Trade Commission for protection against copper imports. The ITC has 
until July 26 to complete its review, after which the President has 
sixty days to decide on the ITC recommendation. 


Gold and silver production in 1983 continued to grow and several 
companies are exploring for new deposits. Chile has an estimated 40 
to 50 percent of world reserves of lithium. Production and export 
of this mineral will begin in 1984. 


4. Fishing. The 1983 catch equalled 3.7 million MT, nine percent 


above the 1982 catch. This total makes Chile the number three in 
the world, in terms of tonnage caught, after Japan and the USSR. 
Total fish product FOB exports in 1983 (two-thirds of which was 
fishmeal) rose to a level of US$455 million, up 11 percent from the 
1982 value. Exports are expected to expand again in 1984. 


5. Energy. Petroleum production in 1983 was 2.3 million cubic 
meters (or 14.4 million barrels), an eight percent decrease over 
1982, and accounted for just under half of domestic consumption. 
The state-owned petroleum company ENAP plans to maintain similar 
production levels in 1984. FOB imports of all fuels and lubricants 
in 1983 equalled US$585 million, compared with US$632 million in 
1982. ENAP has offered to sell natural gas from the Magellan 
Straits at the rate of 7.7 million cubic meters per day for fifteen 
years and is close to signing separate contracts for a methanol 
plant and an ammonia/urea plant. Coal production by the national 
coal company in 1983 increased by two percent to 978,321 MT. The 
900 megawatt Colbun-Machicura hydroelectric project, to be completed 
in 1985, will supply one-third of Chile's electricity needs. 


IV. FISCAL POLICY 
A. Introduction. 
During 1983, two opposing forces pulled fiscal policy. On one hand, 


the government needed to expand public expenditure in order to 
reactivate the economy. On the other hand, the fiscal performance 





criteria agreed upon with the IMF restrained expansion. According 
to the modified terms of the 1983 IMF Stand-By Agreement, the 
non-financial public sector deficit (net indebtedness of the Central 
Government Budget plus non-financial public enterprises) could not 
exceed 2.3 percent of GDP for 1983. Due to lower than expected 
copper prices and the overall effects of the recession, the final 
1983 public sector deficit exceeded three percent of GDP. In 1982, 
the comparable deficit was 3.4 percent. From 1979 through 1981, 
there were fiscal surpluses. 


B. 1983 Revenues and Spending. 


In 1983, as in recent years, the Value Added Tax provided about 50 
percent of total tax receipts, income taxes 20 percent and import 
duties and other taxes the balance. In 1983, the Government spent 
58 percent of the fiscal budget on health, education and welfare, 
reflecting both the general emphasis of a government which has 
steadily increased social expenditures, even during the boom years, 
and the specific need at present to ameliorate the worst effects of 
the recession. 


C. State Enterprises. 


State enterprises account for roughly one fourth of the GDP. Due to 
a profit orientation and realistic employment levels, the national 
copper, petroleum, electricity, telephone, telex, steel, explosives 
and nitrate enterprises were profitable in 1983. The national coal, 
computer and sugar enterprises were not. The government generally 
does not provide subsidies and any state company losses have to be 
financed by the firm's own borrowing or through the sale of 
non-essential assets. 


Despite low copper prices, the State Copper Corporation (CODELCO) 
continues to be profitable because of the especially high grade of 
its ores and the general efficiency of its operations. CODELCO 
receives no subsidies and makes considerable tax and other payments 
to the Treasury. An important element in the determination of 
public sector revenues is the export price of copper. A one cent 
drop in the average export price represents a decline of US$ 19 to 
20 million in Treasury receipts. 


In the first years of the present government, approximately 400 
small and medium-sized state companies were sold to the private 
sector. Studies of future de-nationalization have continued, but, 
in recent years, only one partial sale has occurred. 


D. 1984 Budget. 


Under the IMF Stand-By Agreement, the IMF combines the government 
fiscal budget and the budgets of the state non-financial companies 
to set the performance criteria for the public sector deficit. The 
Government and the IMF decided in February, 1984, that the 1984 





public sector deficit as a percentage of GDP would equal 4.5 
percent, which should provide for some stimulus of the economy. In 
addition, the IMF agreed in February to consider approving an 
additional 0.8 percent increase in public sector spending as a 
percentage of GDP in the second half of 1984, if private sector 
activity had not picked up sufficiently. The new Minister of 
Finance is reportedly trying to raise slightly the contingent 0.8 
percent increase in the second semester to an increase of 1.0 
percent. During 1984, the Government plans to devote 66 percent of 
its fiscal expenditures, or about 15 percent of GDP, to health, 
education, welfare, and employment programs. 


E. Tax Reform. 


The Government instituted a significant tax reform at the end of 
January, 1984, to help stimulate the economy over the long term. 
The law reduces marginal tax rates and defers corporate taxes until 
profits are distributed and thus encourages private savings and 
investment. The new tax law will initially contribute to a smal] 
decline in fiscal receipts over the period 1984-86. Nonetheless, 
over the long run, this should be offset by the increased economic 
activity resulting from the tax reform. 


V_- MONEY, INTEREST, AND FINANCE 


A. Money 


i< Monetary Aggregates. As part of the government's efforts to 
maintain a low rate of inflation and to comply with the performance 
criteria agreed upon with the IMF, the Central Bank kept 1983 
monetary expansion moderate. Nominal and real Ml (money in 
circulation plus demand deposits) grew, respectively, by 26.8 
percent and 3.7 percent. This modest real expansion compares with 
the 30.0 percent real decline in 1982. The gradual monetary 
expansion in 1983 helped to alleviate slightly the severe liquidity 
problems affecting the economy. 


Regarding other monetary aggregates in 1983, the loss of confidence 
triggered by the January 1983 interventions and liquidations of 
various financial institutions increased capital flight and caused 
M2 (Ml plus term deposits) and M3 (M2 plus sight and term savings) 
to shrink steadity during the remainder of the year. For the year 
as a whole, there were real annual declines in these aggregates of 
32.7 and 22.8 percent, respectively. In early 1983, a large portion 
of the less liquid portions of these monetary aggregates were 
switched to Ml, which offered greater liquidity. Later in the year, 
monetary resources were channeled towards more secure aggregates 
such as M5, which includes Central Bank and Treasury notes, and M6, 
which includes M5 and high yield bonds. The three percent real 
expansion of M6 in 1983 gives the broadest indication of monetary 
expansion during the year. 





B. Interest Rates 


1. Real Interest Rates Decline in 1983. As a result of these 
measures and factors, on a compounded annual basis, 1983 average 
real interest rates declined to 3.9 percent on deposits and 15.9 
percent on loans. The downward trend also occurred in longer-term 
loans. Although some prime customers were able to obtain loans at 
annual interest rates of a point or two below average rates, 
interest rates remain high. Many informed observers question 
whether the Chilean economy is viable even at a real interest rate 
on loans of eight percent, which is half the average level for 
1983. Many observers expect, and indeed think, that the economy 
needs other market-oriented measures which will help lower interest 
rates further. 


: & 
C. Finance. 


1. 1983 Results. Following the interventions and liquidations in 
January, the financial system achieved mixed results in 1983. Out 
of a total of 45 institutions, 13 (including Banco del Estado and a 
number of foreign banks) were profitable, another 18 were profitable 
but had to devote all of their profits to buying back from the 
Central Bank previously-sold overdue loans, and 14 banks suffered 
losses. Past due loans in December 1983 represented 8.4 percent of 
all loans, compared with 4.1 percent a year earlier. The major 
intervened banks, especially Banco de Chile, Banco de Santiago and 
Banco Concepcion, lost large amounts. As a result, the system as a 
whole showed negative results. The Government intends to restore 
the intervened banks to the private sector on a case by case basis 
as soon as their ownership and portfolio problems have been settled, 
either through mergers, foreign bank purchases (excluding the Banco 
de Chile) or through some form of direct or indirect capitalization 
which might involve temporary state ownership. A commission was 
formed by the new Finance Minister in April, 1984, to study and 
recommend possible solutions within 30 to 60 days. 


2. Central Bank Support. Due to the tight liquidity situation 
affecting the banks, the indebtedness of the financial systems with 
the Central Bank continued to increase through most of 1983. The 
end-of-1983 balance for short-term loans granted by the Central Bank 
to the financial system totalled Ch$ 136 billion (about US$ 1.6 
billion), with the overwhelming majority going to the intervened 
banks. Through December, 1983, Central Bank purchases of the past 
due loan portfolio of commercial banks totalled Ch$ 109.7 billion 
(about US$ 1.3 billion), which represented 10 percent of all 
outstanding loans. 


In December, 1983, the Government announced a special program to 
help the non-intervened banks reduce their level of indebtedness 
with the Central Bank and, at the same time, solve their liquidity 
problems. As implemented in February, 1984, the banks can sell to 





the Central Bank risky portfolios in an amount equivalent to 2.5 
times their capital and reserves. Banks which sell loan portfolios 
to the Central Bank must eventually repurchase these loans with 
earnings and they may not distribute any profits until all 
repurchases are completed. 


3. Assistance to Debtors and Others. In 1983, the government 
implemented several measures to stimulate recovery. The Central 
Bank, the Banco del Estado and the State Development Corporation 
(CORFO) offered special credit lines to assist debtors and others. 
The Central Bank alone established about ten lines of credit or 
reprogrammings totalling over Ch$ 346 billion (about US$ 4,1 
billion) These lines provided lower-than-market interest rates and 
longer terms. The most important measure at first allowed the 
renegotiation of 30 percent of the private productive companies' 
debt to the banking system. By the time the program ended in 
November, 1983, those debtors who participated were able to 
renegotiate, on average, about 57 percent of their debts. The 
credits utilized equalled CH$ 192.7 billion (about US$ 2.3 
billion). A commission established in April, 1984, by the new 
Finance Minister will study the question of whether further domestic 
debt relief can be granted. 


VI. Employment, Inflation and Wages 
A. Employment 


Despite significant real wage declines since the devaluations begun 
in June, 1982, unemployment in Chile remains high. According to the 
National Institute of Statistics (INE), the national rate of 
unemployment for the three-month period ending in December, 1983, 
stood at 14.6 percent, compared with 17.8 percent in the period 
ending in July, 1983, and 19.6 percent for the period ending in 
November, 1982. Early in 1983, the Government had stated its 
intention to reduce unemployment to 15 percent by the end of 1983. 
The growth in employment in the last half of 1983 reflects the pick 
up in the economy during the same period and some seasonal factors 
in the agricultural sector. 


Despite a decline in unemployment in 1983, it is still high by 
historical standards and it remains the source of considerable 
social discontent. The two government work programs, the Minimum 
Employment Program (PEM) and the Heads of Households Program (POJH), 
pay wages well below market levels, but provide some additional food 
and health benefits. Most of the workers in these programs are 
classified as employed. Nonetheless, estimates are that from a 
third to a half of these people would not be part of the work force 
in non-recessionary times, due to family responsibilities, lack of 
job skills, and other factors. In 1983, the trends in these work 
programs included a gradual reduction in the overall level of the 
two programs, and a shift of workers towards the higher-paying POJH 
program. 





The Government has repeatedly reaffirmed its intention to gradually 
phase out the PEM and POJH as the economy picks up. By February, 
1984, 354,060 persons, 9.6 percent of the labor force, participated 
in these two programs. For the three-month period ending in 
February, 1984, national unemployment stood at 15.0 percent, a 
slight increase from the December level. 


The Government's stated goal is to reduce unemployment to 12 percent 
by the end of 1984 and hopes to bring the level down in three years 
to four percent, which would be lower than Chile's historically low 
level of around six percent. Levels of this sort have been achieved 
in Chile only in times when there were large increases in public 
sector employment. 


B. Inflation 


The Consumer Price Index (IPC) rose by 23.1] percent in 1983, 
compared with 20.7 percent in 1982. The major devaluations after 
June, 1982, boosted the IPC, but most of the impact of these first 
devaluations has now been absorbed by the price system. 


For 1984, the new economic ministers have said that they will adhere 
to the 20 percent IPC target agreed upon with the IMF by the 
previous economic team. Nonetheless, their greater emphasis on job 
creation and fiscal expenditures, and the expectations created by 
their appointment to office, may make such a target more difficult 
to achieve. Following very low inflation in the first two months of 
1984, due mainly to seasonal factors, the March, 1984, monthly rate 
was 2.5 percent. For all of 1984, some observers project inflation 
of as high as 40 percent or more, but we estimate that a level 
around 30 percent is more likely. 


p etay daa 
C. Wages oe 


In the second half of 1982 and in 1983, inflation increased in the 
wake of the peso devaluation and salary adjustments lagged behind. 
Real wages declined by 12.9 percent in 1982 and 4.2 percent in 
1983. Many workers and unions have argued for an indexation of 
wages to the IPC because almost all consumer debt is directly 
related to the IPC rate. The government is now studying a proposal 
to tie mortgage debts to actual hikes in salaries. If further wage 
increases are granted to regular public sector workers, and to those 
in the PEM and POJH, and if wages rise in the private sector due to 
direct or indirect government action, some observers argue that 
there will be greater inflationary pressures. However, there are 
still sizeable amounts of unutilized capacity, and thus the 
potential exists for increases in productivity which would tend to 
offset the inflationary impact of wage increases at the present 
early stage of the recovery. 





VII. External Sector 
A. Balance of Trade 


As a small nation, most of the external factors affecting Chile's 
trade remain outside of its influence and control. Chile's terms of 
trade (i.e. relative price of exports versus relative price of 
imports) since 1970 have deteriorated more than any other country in 
Latin America. Starting in 1970 with an index of 100, Chile's terms 
of trade in 1983 equalled 37. The relative decline in copper 
prices, which in the last two years have been at their most 
depressed real levels since the Great Depression, and the jump in 
oil prices since 1973, have hurt Chile's trade account seriously. 
Despite these adverse price relationships, Chile achieved an FOB 
balance of trade surplus of US$1,014 million in 1983, which is up 
sharply from the US$63 million surplus in 1982. 


FOB merchandise exports in 1983 equalled US$3,851 million, up 3.9 
percent from 1982. In general, volumes were up and prices were 
down. The relatively flat 1983 export performance can also be 
attributed to financial problems of export sectors, the lag in the 
effect of the devaluations begun in June, 1982, the large amount of 
dollar-denominated exports going to non-U.S. buyers whose currencies 
depreciated against the dollar and financial difficulties of most 
Latin American buyers of Chilean products. 


FOB merchandise imports equalled US$2,837 million in 1983, down 22.1 
percent from 1982. Lower imports were due to the recession, to the 
devaluations begun in June, 1982, and to the increase in the uniform 
tariff level from 10 to 20 percent in March, 1983. The fall in 
imports occurred mainly in non-food consumer goods and capital 
goods. If the economy continues to pick up in 1984 and 1985, and if 
the generally free trade-oriented policies of the government are 
continued, we expect an increase in imports of capital goods and 
intermediate goods to occur in the latter part of 1984 and in 1985. 


In early 1984, official sources projected a trade surplus of just 
under US$ one billion, based on projections of a five percent 
increase in exports, an 1] percent increase in imports, and an 
average of 75 cents per pound for copper. Copper has averaged 66 
cents through April, 1984. For the first quarter of 1984, compared 
with the same period of 1983, exports were down by a half of one 
percent and imports were up by 14 percent. Another factor with a 
potential to affect Chilean exports is the petition filed by eleven 
U.S. copper producers under Section 201 of the 1974 Trade Act. If 
some form of copper import limits were established, it could result 
in a decline of several cents in the average price that Chile 
receives for its copper because theoretically lesser exports to the 
U.S. would be diverted to other markets. 





B. Tariff and Non-Tariff Trade Measures 


For years, various groups have argued in favor of differentiated 
tariffs, with lower tariffs for inputs and higher tariffs for 
finished products. Both the previous and the new economic 
authorities have stated that they will adhere to the 20 percent 
uniform tariff established in 1983, with occasional use of 
countervailing duties. Some of the new economic officials have, in 
the past, expressed a preference ror differentiated tariffs, so this 
option is likely to remain under study. 


Since November, 1982, the government has applied countervailing 
duties of up to 15 percent on 30 products (out of about 120 which 
were solicited), which keeps Chile within its GATT-binding maximum 
of 35 percent. Although the complaints are registered against 
specific suppliers, generally neighboring countries, the tariff 
surtaxes are applied globally. In the second half of 1983, the 
Government began applying minimum reference import prices for a few 
products, including milk, wheat flour and bakery goods. In March, 
1984, the government announced that, other things equal, state firms 
and agencies should buy Chilean products. Despite these responses 
to increasing calls for protection, Chile's overall import policy 
remains one of the most liberal in Latin America. No import quotas, 
prohibitions or other significant non-tariff barriers exist. 





Merchandise Exports 
(Millions of Dollars FOB) 


1981 1982 % Change 83/82 


TOTAL 3,836. 3,705. +: 
Mining 2,177. 2,123. 9. 
- Copper 1,737. 1,684. 10. 
Agriculture and Fish 365. 374. 
Industrial Products 1,293. 1,207. 
- Processed Fish and Food 326. 365. 
- Wood 121. 122. 
- Paper and Cellulose 254. 219. 
- Basic Metal Industries 348. 325. 


-1. 
16. 
-5. 
-6. 
-5. 
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Merchandise Imports 
(Millions of Dollars FOB) 


198] 1982 % Change 83/82 


TOTAL 6,513.0 3,643. ‘ -22.1 
Non-Food Consumer Goods 1,904.0 894. : -44.5 
Food 823.0 589. t -10.9 
Capital Goods 1,447.0 696. i -42 .8 
Primary and Intermediate Goods 3,144.0 1,912. ; -8.1 

- Fuels & Lubricants 956.0 631. ; -7.4 


Balance of Payments 
(Millions of Dollars) 


Embassy Esti- 
198] 1982 mates 1984 


CURRENT ACCOUNT -4,733 -2 , 304 


1. Net Merchandise and Trade -2,677 
- Exports (FOB) 3,836 
- Imports (FOB) 6,513 
2. Net Non-Financial Services -701 
3. Net Financial Services -1,463 
4. Net Transfers 108 


CAPITAL ACCOUNT 4,800 
1. Net Foreign Investment 362 
2. Other Capital Flows, net 4,336 
-Public Sector 264 
-Private Sector 4,072 
Errors and Omissions 102 
OVERALL BALANCE 


Valuation Adjustment 


CHANGE IN RESERVES 





C. Balance of, Payments 


1. Reserves. According to the IMF definition, the overall drop in 
net reserves during 1983 was US$602 million, just under the US$ 606 
million limit established by the IMF agreement. At the end of 1983, 
Central Bank international reserve assets (excluding IMF credits) 
stood at US$2,023 million. Chile's use of IMF credits through 1983 
totalled 579 million SDRs. (In January, 1983, one SDR equalled US$ 
1.10, in January, 1984, one SDR equalled US$ 1.04.) Of this amount, 
295 million SDRs came from the Compensatory Financing Facility taken 
out in January, and 284 million SDRs from the 500 million SDR 
Stand-By Agreement. According to the IMF definition, net 
international reserves were US$1,193 million at the end of 1983. 


During 1984, final Stand-By disbursements of 216 million SORs will 
take place. In February, 1984, the Government rolled over for nine 
months a US$400 million Bank for International Settlements bridge 
loan taken out in 1983, plus another US$150 million line. These BIS 
credits will be used to maintain reserves until new commercial bank 
credits flow in later this year. 


2. Current Account and Capital Account. The current account 
deficit in 1983 was about US$ 1.1 billion, which is down 
significantly from the US$2.3 billion deficit in 1982. The official 
projection of the current account deficit for 1984 made at the 
beginning of 1984 was US$1,250 million. This was based on an 
average copper price of 75 cents per pound for the year, and 
interest payments of US$ 1,850 million. If copper averages 70 
cents, if key trends in trade and international interest rates 
observed in the first quarter continue and if present policies 
bearing on the external sector are maintained, one can make a rough 
estimate of a current account deficit on the order of US$ 1,680 
million. 


Regarding the capital account, the net figure for other capital 
flows in the balance of payments chart includes US$ 690 million in 
non-rescheduled amortization payments to private non-bank lenders 
and to multilateral lending institutions, US$ 780 million in new 
money from foreign commercial banks, over US$ 500 million in new 
disbursements from multilateral and official sources, and the 
remainder in suppliers' credits and short-term trade credits. We 
believe that Chile will successfully complete negotiations begun 
this February for US$780 million in new foreign commercial bank 
credit. With a maintenance of a level of foreign investment similar 
to 1983, which may be possible given the recent signing of a U.S. 
Overseas Private Investment Corporation (OPIC) agreement with Chile 
and the slightly improved level of economic confidence in 1984; with 
continuing support of multilateral development banks; and with 
increases in short term trade financing, Chile may be able to cover 
all but roughly US$ 350 million of the current account deficit. 
Although the IMF agreement calls for no drawdown in reserves in 
1984, we assume that if Chile complies with the other IMF 
performance criteria, that the IMF would agree to a drawdown in 
reserves at least equal to losses resulting from negative movements 
in copper prices and international interest rates. 





s Financing from Multilateral and Official Agencies 


Since 1981, Chile has made increasing use of credit from 
international and government lenders, such as the Inter-American 
Development Bank (IDB), the World Bank, and U.S. Exim Bank, and the 
CCC. In 1983 alone, Chile contracted $548 million worth of new 
loans from the IDB, the most ever contracted by one country ina 
year. Actual IDB disbursements in 1983 were US$ 209 million. The 
World Bank is considering a significant expansion of its low 
exposure in Chile. The Exim Bank seeks to increase its modest 
exposure and the CCC is financing certain U.S. grain exports to 
Chile. 


D. Foreign Debt 


At the end of 1983, Chile's gross foreign debt equalled US$ 17,454 
million (not counting short-term trade related loans and 
undocumented loans). Of the gross total, US$ 7.884 billion was held 
by the public sector, and US$9.570 billion by the private sector. 
Chile's per capita debt at the end of 1983 equalled US$1,494, the 
third highest in Latin America, after Venezuela (US$2,054) and 
Panama (US$1,687). 


Chile needs continued inflows of foreign credits to keep the economy 
growing. At the same time, it must limit the mid-term growth of its 
external debt in real terms. Chile's GDP was just tinder US$20 
billion in 1983. In contrast, for the rest of the decade, the 
country faces expected international interest rate payments of 
roughly US$ two billion a year and scheduled amortizations, in the 
absence of new restructuring, of US$ two to three billion per year. 
The resultant annual external debt service Cinterest plus 
amortization) ratios are 15-25 percent of GDP and 70-80 percent of 
exports of goods and non-factor services. Management of these 
massive external payments will require a solid and sustained rate of 
economic growth, a continuing expansion of exports and careful 
management of the current account, prudent control of new external 
indebtedness, continuing arrangements with the IMF, rescheduling 
amortization payments to foreign commercial banks, and more credits 
from multilateral and official sources. The success of these 
efforts for the rest of the decade will be crucially affected by the 
price of copper, by international interest rates and, significantly, 
by Chile's ability to continue to increase its non-traditional 
exports and to attract foreign investment. 


E. Exchange Rate Policy 


Since March, Chile has been on a crawling peg that devalued daily, 
pro rata in accordance with the previous month's internal rate of 
inflation. In December, 1983, the Government announced that the 
crawling peg mechnism would be changed to allow for deduction of 
external inflation. The low U.S. rate apparently predominates in 
determining external inflation. At the end of April, 1984, the 
official rate is 89, while the legal parallel rate is approaching 
110 to the dollar. 





The initial effects of policies announced in the Emergency Economic 
Program in March, 1983, soon led to a sharp drop in the spread 
between the official and parallel rates. For most of the rest of 
1983, the spread stayed under 10 percent. 


F. Foreign Direct Investment 


During 1983, US$ 328.3 million in direct foreign investment was 
authorized by the Government and US$ 182.4 million actually entered 
the country. Of the amount that came in, industry accounted for 
59.5 percent, mining 25.1 percent and services 16.0 percent. Since 
the enactment of Chile's Foreign Investment Law in 1974, US$7.28 
billion worth of foreign investment has been authorized. Mining 
projects account for 78.6 percent of the total authorized. About 27 
percent of the total authorized, or almost two billion dollars, has 
actually entered the country. The U.S. has accounted for almost 
half of this total. The large difference between authorized and 
realized investment is due mainly to depressed mineral prices and to 
the time it takes for large mining projects to complete the 
exploration and design stage before a final investment decision can 
be made. 


The two most significant incentives to foreign investment during 
1983 were the promulgation of the new Mining Code to implement the 
1981 Mining Law, and the signing of an OPIC Bilateral Investment 
Insurance Agreement. A few opposition politicians have criticized 
the terms of the Mining Code. Chile's mineral resources, however, 
remain attractive to potential investors. 


VIITI.COMMERCIAL IMPLICATIONS 


A steep decline in total Chilean imports began in the middle of 
1981, and continued throughout 1983. U.S. CIF exports to Chile 
during 1982 and 1983 reached US$ 916 million and US$ 704 million, 
respectively. Major U.S. exports to Chile include wheat, 
earth-moving and construction equipment, corn, chemicals, and motor 
vehicle parts. The U.S. share of the Chilean CIF import market was 
23.7 percent in 1983. This figure has remained remarkably stable 
over the past few years, despite the strength of the dollar, and it 
attests to the high regard in Chile for American products. 


The Chilean import market remains open and is still ruled by 
commercial factors. Quality, price, reliability and the 
availability of financing determine sales. Changing government 
policies and the desire to reactivate the Chilean economy faster 
will bring about a shift in imports from finished products to raw 
materials, intermediate goods and capital goods. In addition, the 
Chilean need to promote exports could mean increased sales 
opportunities in export-oriented industries. 





As Chile's economy rebounds, growth potential is especially bright 
in industries where Chile has a comparative advantage. These 
industries include mining, fresh fruits and vegetables, forestry and 
fishing. In many of these areas, U.S. suppliers are competitive. 


The U.S. Foreign Commercial Service (FCS) in Santiago has found 
Chilean business to be receptive to its promotion events. Events 
planned for the remainder of 1984 include: (1) Agricultural 
Machinery and Equipment Catalog Exhibit, June 25 - 26, (2) 
Automotive Parts and Accessories Catalog Show, August 9 - 10, (3) 
Apparel Trade Mission, September, (4) Santiago International Fair 
(FISA; FCS Santiago will hold a Catalog Exhibit in the U.S. 
Pavilion), Oct. 21 - Nov. 11, (5) Telecommunications Equipment 
Seminar Mission, November, (6) Pulp and Paper Machinery Catalog 
Exhibit, December. Firms interested in introducing their products 
to the Chilean market and in finding a local representative through 
these events should contact FCS Santiago or any U.S. Department of 
Commerce District Office in the United States. 


Best prospects for U.S. exports to Chile include: 


1. Telecommunications Equipment: automatic switching and 
switchboard equipment, telephone instruments, and radio and TV 
studio equipment. 


Mining and Earth-moving Equipment: heavy ore-carrying dump 
trucks, scrapers and bulldozers, shovels and backhoes, conveyor 
systems, concentrators and crushers. 


Construction Equipment: hydraulic cranes, front-end loaders, 
off-highway tractors, and motor graders. 


Food Processing and Packaging Equipment: fruit and vegetable 
processing equipment, fish, meat and dairy products processing 
equipment, wrapping machines, conveyors and belts, and 
box-handling machinery. 


Pulp and Paper Machinery: cellulose pulp and paper machinery, 
converting and finishing machinery, wood chip and particle board 
machinery, and newsprint machinery. 


Sporting Goods and Recreational Equipment: tennis, skiing, 
golf, windsurfing and water-skiing equipment. 


Computer Equipment: small business computers and terminals, 
memory units and mini-computers in general. 


Automotive Parts and Accessories: valves, pumps, brake parts 
and assemblies, shock absorbers, and distributors. 





10. 


Medical Instruments and Equipments: electro-medical apparatus, 
surgical instruments, respiratory appliances, pacemakers, 
patient-monitoring systems, hospital examining tables and 
furniture, disposables, laboratory supplies, and portable 
intensive care incubators. 


Security Equipment: alarm and signal systems, detection 
devices, closed circuit TV, personal and industrial safety 
equipment, access control, protective apparel, bullet-proof 
glass, electronic lockers, alarms, fire trucks, and emergency 
lights. 
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